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1968 


1967 

Sales 

$ 1 , 731 , 533,000 

$1,385,694,000 

K mart, Kresge and Jupiter Stores 


982 


943 

Net Income 

$ 

47 , 611,000 

$ 

34,915,000 

Earnings Per Share of Common Stock: 





Based on Average Shares Outstanding 

Based on Assumption of Conversion of All 


$ 1.39 


$1.03 

Outstanding Convertible Debentures 


$ 1.35 


$1.02 

Cash Dividends Declared 

$ 

11 , 656,000 

$ 

10,188,000 

Per Share 


34 * 


30* 

Employee Compensation and Benefits 

$ 

254 , 688,000 

$ 

205,815,000 

Per Sales Dollar 


14 . 71 % 


14.85% 

Depreciation and Amortization 

$ 

17 , 848,000 

$ 

15,715,000 

Per Sales Dollar 


1 . 03 % 


1.13% 

Fixed Asset Additions 

$ 

37 , 153,000 

$ 

31,428,000 


Net Income (In Millions) Net Sales (In Millions) 

























































I 

I 

I 

l 


I 


To the Shareholders: 

We are pleased to report substantial gains in all 
significant operation results for the fiscal year ended 
January 31, 1969. 

With consolidated volume of $1,731,533,000, 25 percent 
above the prior year's sales, pre-tax earnings increased 
49 percent to $93,711,000. 

In spite of the comparative disadvantage of the federal 
income tax surcharge, a higher profit margin produced record 
net income of $47,611,000 compared with $34,915,000 for 
fiscal 1968, an increase of 36 percent. 

Earnings per share amounted to $1.39, or $1.35 after 
provision for conversion of outstanding debentures, compared 
with $1.03 for the prior year. 

As anticipated, our improved margin was due mainly to the 
continued sales growth of K mart department stores opened 
since 1962. Thus an enlarged volume base enabled us to 
absorb comfortably the record expansion and rehabilitation 
costs involved in opening 60 new stores, closing 28 older 
locations, remodeling 90 Kresge variety stores and converting 
9 variety units to Jupiter discount operations. 

Prospects for the current fiscal year are encouraging. 
Sales continue to increase at a pace closely comparable to 
last year's growth rate, and new-store openings are projected 
at another new high—at least 60 to 65 K marts, including 
the first unit to be opened by K mart Australia, Ltd., on 
April 30, 1969. We therefore expect to exceed our previously 
indicated volume goal of $2 billion despite a generally 
predicted slowdown in overall economic activity during 
the later months of 1969. 

For the longer term, our projections are equally 
promising. Notwithstanding numerous imponderable external 
factors, our sector of general merchandise retailing is 
favored by fundamental social, economic and demographic 
trends. More importantly, a solid basis for continued optimism 
is provided by the attitude, capability and depth 
of the Kresge organization. 



Chairman of the Board and President 
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How does the advertising of 
today’s mass merchandiser 
capture the attention of the 
“new" consumer—the more 
sophisticated, knowledgeable, 
“think young" shopper? Not by 
abandoning the traditional price- 
appeal principle, but by adding 
an ingredient of freedom- 
freedom of media, visual 
presentation and verbal 
expression. 

This freedom is seen in the 
Kresge Company’s new K mart 
advertising where big illustrations 
and concise copy often combine 
with the emotional appeal of 
color to say: “K mart thinks 
young, too". 

Consumers in the Detroit, 
Atlanta and Buffalo areas got a 
good look at this new approach 
during the last quarter of 1968 
when spot television commercials 
and Sunday rotogravure ads 
were used to create an awareness 
of K mart as a quality discount 
department store. The test 
institutional advertising campaign 
was based on the theme “You’re 
safe when you save at K mart”. 
The advertisements emphasized 
the quality of K mart goods, the 
convenience of the stores and 
the Kresge Company’s money- 
back return policy. 

Lapel buttons and 
informational literature were 
distributed to employees to get 
them involved in the campaign. 
Banners and counter signs for 
in-store promotion increased 
customer awareness. 

Because of the success of the 
test campaign, consumers will 
see more colorful K mart 
institutional advertising in 1969. 

Today’s consumers are more 
knowledgeable about necessities 
but they also have greater 
expectations about obtaining 










the nice things in life. They 
believe they are entitled to not 
only what they need but to those 
things that will give greater 
pleasure to them and their 
families. They want hobby items, 
sporting goods, televisions, 
cameras, health and beauty 
preparations. K mart’s discount 
prices make these purchases 
possible. And they can have fun 
while shopping in clean, 
attractive, convenient stores. 

The advertising staff has 
utilized a circus troupe to tell 
this story when K mart is coming 
to a new town. A marching band 
of circus characters in gay 
colors parades across the 
television screen heralding 
features of the new arrival and 
announcing grand opening day. 

A series of full-page pre¬ 
opening and grand opening 
newspaper ads also use the 
circus performers to prepare 
residents for the coming of 
K mart. One of the grand opening 
ads is the cover for a 12 or 16- 
page newspaper section showing 
introductory values. 

The rhythmic beat of the K mart 
drum is also often heard on 
radio in spot commercials. A pre¬ 
opening jingle tells listeners that 
“K mart is coming to town”. A 
similar post-opening commercial 
combines the institutional 
message with a spot promoting 
merchandise at special sale 
prices. 

K mart advertising’s colorful 
new look is especially evident in 
a series of color rotogravure 
pre-prints for insertion in 
newspapers in high-volume 
areas. Six such rotos are planned 
for 1969. The first, which 
appeared on March 19, displayed 
Easter merchandise on eight 
full pages. 



Work on the rotos begins five 
months in advance of their 
publication. It took 11 railroad 
freight cars of paper to produce 
6,300,000 copies of the Easter 
roto. The paper was shipped 
from Three Rivers, Quebec, 
Canada, to Memphis where a 
web press ran seven days at 17 
miles an hour to print the section. 

The rotogravure pre-prints 
have a unique purpose among 
the wealth of advertising that 
is produced for 180 Kmart 
advertising markets. They not 
only emphasize merchandise 
promotions during high-volume 
periods, but they also serve to 
put K mart’s best foot forward, 
enhancing its image through 
color, original photography and 
dramatic design. 

In 1968, the company was 
commended by former President 
Lyndon B. Johnson’s ‘‘Discover 
America” program director for a 
“Discover America Discount 
Sale” roto. The roto was one of 
four merchandise promotions 
with patriotic themes. 

While the company’s 
aggressive K mart advertising 
program sparkles with 
innovations, it has not forsaken 
its traditional purposes — to 
promote sales and to acquaint 
customers with K mart values in 
brand name merchandise. 

The advertising staff creates 
eight-page monthly newspaper 
sections for distribution around 
the middle of the month, the time 
when the average family has the 
most disposable income for 
shopping. These sections offer 
merchandise from a variety of 
departments at special sale 
prices for four-day periods. 

The backbone of the K mart 
advertising program is the 1,000 


5 























to 1,500 full-page newspaper ads 
produced weekly for the 180 
K mart advertising markets. 
These omnibus ads (featuring 
merchandise from a variety of 
departments) and departmental 
ads have one message—“You 
save when you shop at K mart”. 

Unlike most national retailers, 
Kresge has a centralized 
advertising department at 
company headquarters. Here, 

K mart monthly sections and 
omnibus ads are created, 
whether they are to be run in 
Detroit, Los Angeles or 
Charleston newspapers. Two 
unique operating factors make 
this program highly efficient. 

Ten weeks before ads are 
scheduled to run, the advertising 
department sends an outline of 
the monthly advertising program 
to all stores along with order 
forms for the merchandise to be 
advertised. Store managers send 
orders for needed merchandise 
quantities to the central office, 
where they are electronically 
processed to speed deliveries. 

The second factor is the 
interchangeable unit space 
format of the ads. This system 
enables all ads to be created at 
advertising headquarters and 
still permit local modification. 
The ads are divided into various 
size units. Any single unit can be 
replaced at store level if the 
substitution of an item is 
necessary because of 
geographical peculiarities or 
merchandise delivery delays. 

In-store advertising managers 
maintain complete files of tear 
sheets and ad mats of previously 
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advertised items from which 
last-minute substitutes may be 
chosen. 

Advertising is the second 
greatest operating expense in a 
K mart store. The amount of 
advertising run by a K mart 
depends on its budget. The 
central advertising office 
approves the media on which a 
store will spend its budget. A 
store may run from 560,000 to 
1,750,000 newspaper lines a year. 

Some 60 men and women 
comprise the central advertising 
staff. A supervisory corps of 
seasoned experts, with 
backgrounds in agency and 
department store advertising, 
and a staff of art, journalism and 
English specialists work under 
the guidance of experienced 
promotion and creative directors. 
Their efficiency keeps production 
costs to a minute percentage of 
the total advertising budget. 

A network of field personnel 
implements the advertising 
program at local levels. Each of 
the company’s five regions has a 
regional advertising manager 
responsible for getting the 
greatest and most advantageous 
exposure for his stores' 
advertising investments. He 
trains area and in-store 
advertising managers, the men 
and women who place ads in the 
local media and make sure that 
promotional merchandise is on 
the counters. 

On the threshold of the 
seventies, Kresge’s idea people 
have launched a K mart 
advertising program that is 
geared to keep pace with the 
K mart expansion planned for 
the decades ahead. 
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inancial and 

Operations 

Review 


Consolidated sales were 
$1,731,533,000 for the year, up 
25% over the 1967 record of 
$1,385,694,000. Net earnings 
for 1968 were $47,611,000, 
compared with $34,915,000 for 
1967, an increase of 36%. 

Net earnings per share rose 
to $1.39 from the 1967 level of 
$1.03. 

On January 31, 1969 there 
were outstanding 4Vs% 
subordinated debentures 
amounting to $36,705,000 
convertible into Kresge common 
stock at $24.00 per share. 
Assuming full conversion of 
these debentures, earnings per 
share for 1968 would have been 
$1.35 on the larger number of 
shares outstanding. 

Return on Investment 

Net earnings for 1968 
represented a return on 
shareholders’ equity of 17.3%, 
compared with 14% for the prior 
year. Our net profit margin 
increased from 2.52% to 2.75% 
of sales. 

This improved performance 
was achieved despite the federal 
income tax surcharge, which 
represented an additional charge 
against operations of $3,519,000, 
or 10 <z per share. 

All divisions of the company 
experienced improved 
store-for-store sales growth. The 
earnings gain was due primarily, 
however, to the improved 


performance of established 
K mart stores and the decreasing 
impact of the substantial start-up 
costs and other heavy expenses 
related to our continuing 
expansion program. More 
efficient programming of 
new-store openings and stronger 
cost control measures also are 
being reflected in profit margin 
improvement and higher return 
on investment as the K mart 
division’s relative contribution to 
total company volume becomes 
more significant. 

Capital Expenditures 

Expenditures during 1968 for 
property, plant and equipment 
amounted to $37,153,000, 
compared with $31,428,000 for 
1967. 

Depreciation and amortization 
totaled $17,848,000, up from 
$15,715,000 in 1967. 

The investment tax credit 
associated with the capital 
expenditure program was 
$1,624,000, compared with 
$1,446,000 in the prior year. 

Construction Program 

Fifty-seven K marts were 
opened, including seven in 
Canada and one fire-loss 
restoration in San Juan, Puerto 
Rico. 

Three new Kresge variety 
stores were also opened and nine 
variety units were converted to 
Jupiter operations. 

Ninety stores were included in 
the year’s modernization and 
alteration construction budget. 

Twenty-two Kresge and six 
Jupiter stores were permanently 
closed. 

As part of our efforts to achieve 
maximum productivity of 
resources, Kresge continues to 
dispose of surplus property, 
convert low-profit Kresge sites to 
Jupiter stores and close 
operating stores where prospects 
of achieving acceptable returns 


are not promising. As anticipated, 
however, the “loss-on-disposal” 
account associated with this 
asset management program was 
down in 1968 to $1,281,000 from 
the relatively high charge of 
$2,263,000 in 1967. 

Stock Split 

Following approval of 
shareholders at the 1968 Annual 
Meeting, authorized capital of 
the Kresge Company was 
increased from 20 , 000,000 shares 
of $5.00 par common stock to 
60,000,000 shares of $ 1 . 66 % par. 
Outstanding shares were 
converted to $ 1 . 66 % par, and 
shareholders were furnished two 
additional shares of $ 1 . 66 % par 
common for each $5.00 par 
share held. 

Dividend Increase 

For the fourth successive year 
the dividend was increased. A 
quarterly cash dividend 
equivalent to 8 V 2 4 . on the split 
shares was declared in the last 
three quarters of 1968 and in 
January, 1969. 

Automotive Departments 

Effective February 1,1969, the 
company announced its intention 
to open and operate the 
automotive departments in all 
new United States K marts. 
Because of this change in 
operations and the continuing 
expansion of Kresge operated 
men’s wear departments, more 
than 90% of the volume in new 
K marts will be generated from 
Kresge owned and operated 
departments. 

Accounting Treatment 

The Kresge Company has 
essentially followed the income 
tax allocation method 
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recommended in Opinion 11 of 
the Accounting Principles Board 
of the American Institute of 
Certified Public Accountants. 

This opinion recognizes that 
the income taxes paid for a year 
may not be the same as income 
tax expense shown in the income 
statement. Payment of income 
taxes is deferred principally 
because gross profit on 
installment sales is recorded 
on an installment basis and 
depreciation is taken at 
accelerated rates for income 
tax purposes only. 

The requirements of APB 
Opinion do not significantly 
affect company accounting 
policies and had no effect on net 
income. However, deferred 
taxes relating to certain current 
asset and current liability 
accounts have been reclassified 


and included in the current 
liability for estimated U.S. and 
Canadian income taxes in 1968 
and 1967 as explained in Note B 
to the financial statements. 

A further accounting change 
involving a reclassification of the 
1967 income statement relates 
to the reporting of fees. In prior 
years, Kresge identified and 
reported solely the fees from 
licensees operating within the 
general merchandise area of 
K marts. The fees received from 
the licensees operating as K mart 
Food were treated as a credit 
against occupancy costs. The 
fees reported in 1968 and in 
reclassified 1967 income 
statements now include fees 
from both sources. 

Management Restructuring 

As indicated by the list of 
officers on the final page of this 
report, upper management 
echelons were enlarged 
substantially during 1968. 

Three new executive 
vice presidents and one senior 
vice president were elected, 
thirteen executives were 


appointed corporate vice 
presidents and A. S. Parker was 
elected president of S. S. Kresge 
Company, Ltd., of Canada. 

Monte Berman was elected 
executive vice president of Holly 
Stores, Inc. 

Late last year K mart Sporting 
Goods, Inc. was made a division 
of a newly formed subsidiary, 

K mart Enterprises, Inc., which 
now includes, in addition to the 
sporting goods division, a 
new division to handle the 
merchandising and operation of 
automotive accessories 
departments in all new K mart 
stores to be opened after 
February 1,1969. 

E. J. Haglund, former president 
of K mart Sporting Goods, Inc., 
was elected president of K mart 
Enterprises. 

D. E. Hodgson was appointed 
executive vice president and 
C. E. Boyd merchandising 
vice president of the new 


SUMMARY OF SQUARE FEET OF SELLING AREA 



1962 

1963 

1964 

1965 

1966 

1967 

1968 

K mart Stores* 

United States 
Canada 

993,950 

2,710,936 

207,577 

4,499,817 

421,071 

6,221,606 

639,533 

8,513,145 

1,034,431 

12,257,679 

1,080,801 

15,481,313 

1,520,387 


993,950 

2,918,513 

4,920,888 

6,861,139 

9,547,576 

13,338,480 

17,001,700 

Kresge Stores 

United States 
Canada 

8,382,023 

1,063,552 

8,548,212 

1,056,134 

8,376,115 

1,108,928 

8,198,887 

1,089,303 

7,735,239 

1,065,978 

7,365,553 

1,045,102 

7,143,273 

1,032,222 


9,445,575 

9,604,346 

9,485,043 

9,288,190 

8,801,217 

8,410,655 

8,175,495 

Jupiter Stores 

United States 
Canada 

271,179 

23,040 

325,661 

23,040 

493,876 

18,482 

682,950 

18,482 

801,609 

24,349 

856,528 

24,349 

835,060 

24,255 


294,219 

348,701 

512,358 

701,432 

825,958 

880,877 

859,315 

Grand Total 

10,733,744 

12,871,560 

14,918,289 

16,850,761 

19,174,751 

22,630,012 

26,036,510 


* Total store selling space exclusive of food supermarkets 






















automotive division. 

This restructuring resulted in 
numerous related moves at lower 
levels and a general 
strengthening of executive 
responsibilities in all divisions. 

Organization Depth 

Kresge has approximately 
70,000 employees in our 
widespread retail network. The 
strong nucleus of this 
organization is comprised of 
people with long experience in 
efficient multiple-store 
operations. 

As in the past, the managers 
appointed to operate the 57 new 
K marts opened during the year 
had demonstrated their 
competence by prior records 
of management in Kresge and 
Jupiter stores. Many had also 
received additional experience 
as K mart co-managers. 

To assure the future availability 
of knowledgeable and capable 
managers, 1,448 men were 
employed at the year end in our 
Executive Training Program. 

This program, lasting typically 
four to six years, has been 
increased in size and upgraded 
in character to assure the 
company a cadre of men capable 
of filling the ranks of store 
management and handling the 
increasing demands and 
challenges of executive 
responsibilities throughout the 
company. 

Executive trainees include men 
with varied educational 
backgrounds. Approximately 
one-third are outstanding high 
school graduates, another 


one-third have two or more years 
of college and one-third are 
college graduates. We also have 
a limited program for men with 
advanced degrees. 

The college recruitment 
program in 1968 was relatively 
successful. One hundred 
sixty-eight college graduates 
recruited during the year were 
active in the Executive Training 
Program at year end. 

New Administration Building 

Since 1930, Kresge 
headquarters have been located 
in Detroit at 2727 Second Avenue. 

Early in the development and 
rapid expansion of K mart 
operations, a fifth floor was 
added to our general-office 
building when lateral expansion 
was not feasible. This relieved 
pressure temporarily, but within 
the past several years the Detroit 
regional office, the credit office 
and approximately half of the 
computer center were moved 
elsewhere in the Detroit 
metropolitan area at 


considerable cost in operating 
efficiency. 

In January, 1969, H. B. 
Cunningham announced a new 
administration building location 
in Troy, Michigan. 

A 30-acre site has been 
purchased on the northwest 
corner of Big Beaver and 
Coolidge roads, one mile west of 
1-75 and approximately 20 miles 
from downtown Detroit. 

Architectural plans are 
incomplete, but the initial stage 
of the new building will provide 
approximately 500,000 square 
feet of space, with substantial 
expansion capability. 
Construction will start late this 
year with completion scheduled 
for late 1971. 


DIVISIONAL STORE SUMMARY 



Kmart Kresge 

Jupiter 

Total 

Stores in operation 

February 1,1968 

216 

614 

113 

943 

Stores opened 

57 

3 

- 

60 

Closed permanently 

— 

22* 

6* 

28* 

Kresge stores closed in 1967, 

reopened as Jupiter in 1968 

— 

— 

7 

7 

Kresge stores converted to 

Jupiter in 1968 

— 

2* 

2 

— 

Net change 

57 

21* 

3 

39 

Stores in operation 

January 31,1969 

273 

593 

116 

982 


*Reductions 
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Consolidated Income 
and Income Retained 


Fiscal year ended January 31 
1969 1968 


Sales 

Fees from licensed departments 

Interest income 

$1,731,533,000 

26,217,000 

1,318,000 

$1,385,694,000 

20,339,000 

683,000 


1,759,068,000 

1,406,716,000 

Cost of merchandise sold (including buying and occupancy costs) 
Selling, general and administrative expenses 

Interest 

Loss on disposals of fixed assets and cancellation of leases 

1,303,595,000 

354,825,000 

5,656,000 

1,281,000 

1,050,371,000 

287,212,000 

3,828,000 

2,263,000 


1,665,357,000 

1.343,674,000 

Income before estimated income taxes 

93,711,000 

63,042,000 


Estimated income taxes, including deferred income taxes of 


$3,023,000 and $2,672,000, respectively— 

U.S., less investment credit of $1,624,000 and $1,446,000, 


respectively 

Canadian 

39,902,000 

6,198,000 

23,348,000 

4,779,000 


46,100,000 

28,127,000 

Net income for the year 

47,611,000 

34,915,000 

Income retained for use in the business at beginning of year 

Cash dividends declared — 34* and 30* a share, respectively 

212,928,000 

(11,656,000) 

188,201,000 

(10,188,000) 

Income retained for use in the business at end of year 

$ 248,883,000 

$ 212,928,000 

Earnings per share of common stock: 

Based on average shares outstanding 

Based on assumption of conversion of all outstanding 
convertible debentures 

$1.39 

$1.35 

$1.03 

$1.02 
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Consolidated 
Balance Sheet 


January 31 


ASSETS 

1969 

1968 

Current Assets: 

Cash 

Certificates of deposit 

Marketable securities, at cost approximating market 

Customer accounts receivable, less allowance for possible losses of 
$5,405,000 and $2,870,000, respectively 

Other accounts receivable 

Merchandise inventories at lower of cost (approximate first-in, first-out) or market 
Operating supplies and prepaid expenses 

$ 25,814,000 
2,775,000 
21,097,000 

80,447,000 

9,616,000 

304,236,000 

9,815,000 

$ 21,939,000 
4,162,000 
13,822,000 

61,727,000 

4,227,000 

223,933,000 

8,620,000 

Total current assets 

453,800,000 

338,430,000 

Other Assets and Deferred Charges 

3,390,000 

3,070,000 

Fixed Assets, at cost: 

Land 

Buildings 

Leasehold improvements 

Furniture and fixtures 

Construction in progress 

35,263,000 

57,170,000 

71,125,000 

185,290,000 

6,324,000 

34,159,000 

53,541,000 

71,413,000 

164,632,000 

6,883,000 

Less—Depreciation and amortization 

355,172,000 

154,537,000 

330,628,000 

145,689,000 


200,635,000 

184,939,000 


$657,825,000 

$526,439,000 
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LIABILITIES 

1969 

January 31 

1968 

Current Liabilities: 

Portion of long-term debt due within one year (Note C) 

Notes payable to banks 

Accounts payable—trade 

Accrued payrolls, taxes and other liabilities 

Dividends payable 

U. S. and Canadian income taxes (Note B) 

$ 1,756,000 

58,850,000 
115,807,000 
46,646,000 
2,925,000 
29,295,000 

$ 1,829,000 

23,850,000 
83,885,000 
36,844,000 
2,553,000 
18,109,000 

Total current liabilities 

255,279,000 

167,070,000 

Long-Term Debt, less portion due within one year (Note C) 

61,190,000 

63,476,000 

Deferred U.S. and Canadian Income Taxes (Note B) 

21,384,000 

20,261,000 

Minority Interest in Australian Subsidiary 

522,000 


Stockholders’ Equity (Note D): 

Common stock (Note F) 

Capital in excess of par value 

Income retained for use in the business (Note C) 

57,406,000 

13,499,000 

248,883,000 

56,728,000 

6,314,000 

212,928,000 

Less—27,728 shares in treasury at cost 

319,788,000 

338,000 

275,970,000 

338,000 


319,450,000 

275,632,000 


$657,825,000 

$526,439,000 
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Consolidated Statement of Source 
and Application of Funds 


Fiscal year ended January 31 
1969 1968 


Source of Funds: 


Net income 

Depreciation and amortization (principally straight-line) 

Increase in deferred U. S. and Canadian income taxes 

Sales of fixed assets 

Sales of common stock under stock option and purchase plans 
Increase in notes and mortgages payable 

Minority interest in Australian subsidiary 

Sale of convertible debentures, less related expenses of $867,000 

$47,611,000 

17,848,000 

1,123,000 

3,609,000 

4,457,000 

2,951,000 

522,000 

$34,915,000 

15,715,000 

665,000 

4,562,000 

3,049,000 

39,344,000 


$78,121,000 

$98,250,000 

Application of Funds: 



Additions to fixed assets 

$37,153,000 

$31,428,000 

Cash dividends declared 

11,656,000 

10,188,000 

Reduction of notes and mortgages payable 

1,756,000 

1,826,000 

Other 

395,000 

16,000 

Increase in working capital 

27,161,000 

54,792,000 


$78,121,000 

$98,250,000 


Opinion of 

Independent Accountants 

TO THE STOCKHOLDERS AND BOARD OF 
DIRECTORS OF S. S. KRESGE COMPANY 

In our opinion, the accompanying consolidated balance sheet, the related consolidated statements of income 
and income retained for use in the business and source and application of funds present fairly the financial 
position of S. S. Kresge Company and its subsidiary companies at January 31, 1969, the results of their 
operations and the supplementary information on funds for the year, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. Our examination of these 
statements was made in accordance with generally accepted auditing standards and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. 

211 West Fort Street PRICE WATERHOUSE & CO. 

Detroit 48226 
March 14,1969 
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Notes to 

Financial Statements 


(A) Basis of Consolidation: 

All subsidiary companies have been included in the 
consolidated financial statements. In consolidation the assets, 
liabilities and operations of the foreign subsidiaries were trans¬ 
lated into U.S. dollars at appropriate rates of exchange. For the 
year ended January 31, 1969 the assets and net income of the 
foreign subsidiaries amounted to approximately 12% and 11% of 
^ the consolidated assets and net income, respectively. 

• 

(B) Deferred Taxes and Reclassification: 

To conform with Accounting Principles Board Opinion 
11, deferred income taxes relating to various current asset and 
liability accounts have been reclassified to the current liability for 
U.S. and Canadian income taxes. These deferred taxes relat¬ 
ing principally to the profit on installment sales approximated 
. $5,100,000 at January 31,1969 and $3,200,000 at January 31,1968. 

I Deferred U.S. and Canadian income taxes (shown on the bal¬ 

ance sheet) result from the difference between book and tax 
i depreciation. 

Certain other items in the 1967 financial statements were 
reclassified to conform to the classifications used in 1968. 


Long-Term Debt: 

4Ve% convertible subordinated debentures 

$36,705,000 

3V8% and 4%% notes, payable in varying 
amounts through December 16, 1983 
($1,625,000 due within one year) 

21,625,000 

Other 

4,616,000 

Portion due within one year 

62,946,000 

1,756,000 


$61,190,000 


The debentures due June 15, 1992 are convertible into 
common stock at $24 a share. The indenture relating to the deben¬ 
tures provides that the company shall pay $1,600,000 into a sinking 
fund before June 15 each year from 1978 to 1991. The debentures 
, are subject to redemption through operation of the sinking fund on 
any June 15, from 1978 to 1991 at 100% of principal amount, or 
at any time at the option of the company at prices declining from 
t 103%% to 100% of principal amount after June 15, 1987. At 
January 31, 1969, 1,529,354 shares of authorized common stock 
are reserved for conversion. 

The agreements relating to the notes payable and the 
indenture restrict the payment of dividends (other than stock divi¬ 
dends) and the purchase or retirement of shares of the company’s 
common stock. Under the most restrictive of these covenants, 
income retained of approximately $102,000,000 is free from such 
' restrictions at January 31, 1969. 

(D) Stockholders’ Equity: 

In 1968 the authorized common stock was changed from 
20,000,000 shares of $5.00 par value to 60,000,000 shares of 
$1.66% par value and the stock was split three for one. Changes 
in stockholders’ equity, other than income retained for use in the 
business, are shown after giving effect to the stock split: 



Common Stock 

Shares Amount 

Capital in 
excess of 
par value 

Balance January 31,1968 

34,036,911 

$56,728,000 

$ 6,314,000 

Common stock sold to 




officers and employees 




under stock option and 




purchase plans 

261,734 

436,000 

4,021,000 

Conversion of debentures 

144,946 

242,000 

3,164,000 

Balance January 31,1969 

34,443,591 

$57,406,000 

$13,499,000 

In February 1969 

, the Board 

of Directors 

approved an 


amendment to the Articles of Incorporation creating a new class 
of preferred stock consisting of 10,000,000 shares of no par value, 
subject to approval of the stockholders at the annual meeting 
in May 1969. 

(E) Retirement Income Plans: 

The company and its subsidiaries have non-contributory 
retirement pension plans covering most employees, whose eligi¬ 
bility is based on age and years of service. The total pension 
expense was $3,363,000 and $3,214,000 for 1968 and 1967, 
respectively. The company’s policy is to fund pension cost 
accrued. 

(F) Stock Option and Purchase Incentive Plans: 

Stock options— 

During the year the entire 26,670 shares under 
option at January 31, 1968 were exercised 
at $4.93 a share 

Stock purchase incentive plans— 

Shares available for purchase at January 31, 

1968 at 85% of market value 1,271,610 

Shares purchased during the year through 

payroll deduction at $18.40 a share 235,064 

Shares available for purchase at January 31,1969 1,036,546 


In February 1969, the Board of Directors adopted a new 
qualified stock option plan, subject to approval of the stockholders 
at the annual meeting in May 1969, and subject to the plan being 
approved, reserved 400,000 shares of common stock for the 
granting of options. 

(G) Commitments: 

Minimum annual rentals under 1,012 leases for stores 
occupied at January 31, 1969 aggregated $62,000,000. These 
leases expire during ten year periods ending January 31, as 
follows: 

1979 $10,000,000 

1989 38,000,000 

1999 13,000,000 

2000 to 2035 1,000,000 

$62,000,000 

Certain leases provide for additional rents based on 
sales in excess of amounts covered by minimum rental and for 
taxes and other expenses. 

Purchase commitments and construction obligations in 
connection with the company’s expansion program amounted to 
approximately $6,500,000. 
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Year 

Financial 

Review 


j 

1 


( 




1968 


1967 

1966 


Sales 

$1,731,533 

$1,385,694 

$1,090,181 

I 

Net Income 

$ 

47,611 

$ 

34,915 

$ 28,609 


% to Sales 


2.75% 


2.52% 

2.62% 


Earnings per share of common stock: 

Based on average shares outstanding 

Assuming conversion of all convertible 
debentures 

$ 

1.39 

1.35 

$ 

1.03 

1.02 

$ .85 


Cash Dividends Declared 

$ 

11,656 

$ 

10,188 

$ 8,702 


Per Share 


.34 


.30 

.26 


K mart, Kresge and Jupiter Stores 


982 


943 

915 


Inventories of Merchandise 

$ 

304,236 

$ 

223,933 

$ 166,084 

] 

% to Sales 


17.57% 


16.16% 

15.23% 

1 

Net Working Capital 

$ 

198,521 

$ 

171,360 

$ 123,798 


% to Sales 


11.47% 


12.37% 

11.36% 

- 1 

Net Worth 

$ 

319,450 

$ 

275,632 

$ 251,803 


Per Share 


9.34 


8.13 

7.48 


Long-Term Debt 

$ 

61,190 

$ 

63,476 

$ 26,254 


Fixed Asset Additions less Retirements 

$ 

33,544 

$ 

26,866 

$ 22,720 



Dollar amounts shown in thousands 

Per share calculations give effect to 1968 three for one and 1966 two for one stock splits 
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1965 

1964 

1963 

1962 

1961 

1960 

1959 

$851,443 

$688,776 

$543,671 

$483,013 

$450,605 

$434,945 

$404,905 

$ 22,154 

$ 17,374 

$ 11,089 

$ 9,053 

$ 9,197 

$ 11,403 

$ 12,686 

2.60% 

2.52% 

2.04% 

1.87% 

2.04% 

2.62% 

3.13% 

$ .67 

$ .53 

$ .34 

$ .27 

$ .28 

$ .35 

$ .38 

$ 7,761 

$ 6,602 

$ 6,607 

$ 8,273 

$ 8,829 

$ 8,829 

$ 8,829 

.23 

.20 

.20 

.25 

.27 

.27 

.27 

895 

885 

854 

821 

777 

759 

725 

$136,187 

$108,266 

$ 90,796 

$ 81,172 

$ 72,501 

$ 67,786 

$ 64,802 

15.99% 

15.72% 

16.70% 

16.81% 

16.09% 

15.58% 

16.00% 

$110,739 

$ 93,362 

$ 83,969 

$ 63,595 

$ 62,891 

$ 62,371 

$ 71,379 

13.01% 

13.55% 

15.44% 

13.17% 

13.96% 

14.34% 

17.63% 

$229,597 

$212,419 

$202,544 

$197,996 

$198,270 

$196,843 

$203,466 

6.91 

6.44 

6.14 

5.99 

5.99 

5.95 

6.15 

$ 27,869 

$ 29,407 

$ 31,182 

$ 16,983 

$ 18,332 

$ 19,752 

$ 19,629 

$ 13,188 

$ 14,724 

$ 12,638 

$ 11,739 

$ 10,083 

$ 11,783 

$ 9,717 
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